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1 The changing face of Europe
1.1 Introduction
A year after the Dutch referendum, Europe is in a state of flux. The leap forward that the framers of the constitutional treaty had envisioned was stymied when the document was rejected by voters in France and the Netherlands. In response Brussels and the individual member states are now working hard to modify the European integration process so that it better meets the needs and expectations of the people of Europe.
A large majority of Dutch people are convinced that the EU is important to the future of the Netherlands. Various studies have shown that the Netherlands is among the most pro-EU member states. Yet, as the outcome of the referendum made clear, support for the European project should not be taken for granted. Many people feel cut off from the workings of the Union and worry about the direction in which the EU is moving. The arguments in support of the legitimacy of European integration are not as persuasive as they once were. The EU must win over its citizens by offering solutions to the major issues of the present day and of the future. The Union must be visibly active in areas which matter to the public and the business community. These conclusions form the basis of the Dutch stance on Europe.
Bringing Europe to the people
What areas should the EU be involved in, and what should be the extent of European cooperation and integration? The European Parliament, the Council and the Commission are now devoting more attention than ever before to the sensible application of the principles of subsidiarity (when should an issue be dealt with at European level, and when at national level?) and proportionality (to what extent should the Union concern itself with a particular policy area?). With support from other member states the Netherlands is a driving force behind this new direction, which also seeks to foster greater involvement by national parliaments. The decision-making process is more transparent, now that a significant number of legislative meetings of the Council of the European Union are held in public. The Netherlands had pushed for this change. There is also a greater focus on improving the quality of legislation and limiting administrative costs. At national level the government will continue to promote dialogue on the Netherlands’ place in Europe, the enhancement of communication on Europe, heightened attention to Europe in education and the improvement of political guidance and coordination of European affairs.
Making added value visible: Europe in concrete terms
The government will continue to devote itself to a decisive common policy informed by Dutch priorities and interests. Translating Dutch policy priorities into concrete EU policy also helps cultivate public confidence in the Union. Over the past year the Netherlands has worked hard within the Union to achieve these specific objectives. The EU must set better priorities for the implementation of its Community reform agenda and concentrate on those areas where it brings added value, like reinforcing the internal market, the Seventh Research Framework Programme, better legislation and trade policy. In tandem with that, member states play their own role by implementing national reform plans that take their cue from the Lisbon Strategy. In this way they have contributed to healthier economic growth and rising employment levels in the Union. The informal meeting of heads of government at Hampton Court in October 2005 gave a fresh impulse to the additional cooperation necessary to boost Europe’s competitiveness, especially in fields like innovation, research, education and strengthening small and medium-sized businesses. Agreements were also made to pursue a more effective foreign policy for the Union, safeguard European energy supply, solve transnational environmental problems and tackle challenges connected to migration, internal security and counterterrorism. Each one of these issues is a Dutch priority. To a large extent this position rests on the idea that the Union must better uphold and defend its responsibilities and interests in a globalising world populated by many new players. As a follow-up to the Hampton Court session, heads of state and government will closely examine the themes of innovation and energy in October 2006.
A fair and forward-thinking multi-year budget
The European multi-year budget for 2007-2013, which is now in place, provides for a more equitable payment position for the Netherlands by scaling back our disproportionately large contributions of the past. The Netherlands worked hard to achieve this, motivated in part by the negative outcome of the referendum. Other countries who had been making disproportionately large contributions have also had their payment level revised in the 2007-2013 budget. The December 2005 European Council agreed to re-examine the EU budget in 2008 or 2009. This will be a good opportunity to draw renewed attention to the EU policy priorities espoused by the Netherlands and to argue for a new system of funding that is more fair, balanced and transparent.
A prudent enlargement process
In the year following the referendum more attention was devoted to the pace and quality of the enlargement process. The accession of countries from Central, Eastern and Southern Europe has made a significant contribution to peace, stability, democracy and prosperity throughout the continent, a process without precedent in European history. But at the same time there is a growing realisation that the Union’s capacity to expand is not unlimited and that more attention should be paid to the quality of the enlargement and the full and rigorous application of the accession criteria. This is also necessary for maintaining sufficient popular support for enlargement. The government welcomes the initiative by the Finnish Presidency to give the debate on the quality of enlargement a prominent place on the agenda.
Future of the EU reform process
The measures proposed by the Netherlands to boost confidence in the Union, and the Dutch emphasis on tangible European policy instead of an agenda dominated by the future of the constitutional treaty, have been well received by the other member states, the European Parliament and the European Commission. Many member states have realised that the gap between Europe and its citizens is not a new phenomenon, nor one confined to France and the Netherlands. It is now widely acknowledged that this gap must be bridged. Increasing the EU’s democratic legitimacy will take hard work. Without exaggerating, it is fair to say that attitudes are beginning to change, even in countries that were in favour of ratifying the constitutional treaty and within the European Commission. The latter has demonstrated its new orientation by regularly examining whether certain proposals are consonant with its own mandate or whether the issues in question could be more effectively addressed at national level. Further reinforcing political and societal backing for the EU is of paramount importance before any more steps are taken. 

The period of reflection called for by the European Council of June 2005 has been well spent, but as the year drew to a close, it was apparent that more time would be necessary. The European Council of June 2006 therefore decided that the time was not yet ripe to issue any final conclusions about the constitutional treaty and that further progress would have to be made on concrete European issues. At the same time, the Council asked Germany to prepare a report by June 2007 during its Presidency on the status of the constitutional treaty, as well as any relevant developments that might occur in the interim. The government believes that the chosen path is the correct one and that more must be done to restore confidence. The further deepening and continuation of the concrete European agenda outlined above can be achieved, for the time being, by using the current Treaty of Nice to its fullest extent.
For the longer term, the government believes that the treaty will inevitably have to be amended to keep the enlarged Union effective, to render it more democratic and transparent, to enable it to take on future policy challenges and achieve a better division of competences between the EU and its member states. Further to this point, the government takes the view that there is no sense in resubmitting the constitutional treaty to parliament, in the absence of sufficient political and popular support for the document. At the same time it is clear that the member states that have ratified the treaty would like to retain it. Other member states have indicated their intention to refrain from ratification for the time being, in some cases electing to postpone submitting the treaty to their parliaments until it has been ratified by the Netherlands and France. In the process of institutional reform, which is expected to be completed in the second half of 2008, the Netherlands will mainly concentrate on treaty amendments that dovetail with the European policy agenda and on activities that will strengthen the Union’s democratic legitimacy.
The main objective for the next year will be implementing specific European policy agreements, some of which are the fruit of the informal Hampton Court meeting, and building greater support for the EU in the Netherlands. The main priority now is to better adapt the European integration process to the wishes and expectations of the people of Europe. The agenda of the Finnish Presidency of the second half of 2006 is a good reflection of this well-defined and realistic approach.
Section 1.2 explains what ‘building greater support for the EU in the Netherlands’ will entail. The following section, 1.3, looks ahead to the future of the European treaties, enlargement and the European multi-year budget. As an active partner, the Netherlands expects a degree of foresight when it comes to identifying important policy themes for the medium term. That is why section 1.4 addresses a number of major European issues whose agenda the Netherlands would like to help shape: sustainability, the European reform agenda and the internal market; energy supply security; and internal and external security.
As usual, chapter 2 will deal will the Union’s finances, while chapter 3 will discuss the Council agendas. This ‘State of the Union’ concludes with an overview of the fiches assessing the Commission’s new proposals which are regularly sent to parliament.
1.2 Towards a more solid support base for the EU
1.2.1 Subsidiarity, proportionality and transparency
Over the past year, a number of productive measures relating to EU decision-making were taken under existing treaties. By organising the first European conference on subsidiarity in The Hague in November 2005, the Netherlands gave the importance of a thorough evaluation of the principles of subsidiarity and proportionality a prominent place on the European agenda – and with good reason. It is essential that the Union’s decisions are understood and supported by the people of Europe. Making this possible depends, to a large extent, on subsidiarity and proportionality. Regularly assessing how well draft decisions and EU legislation conform to these principles in consultation with parliament can help improve the public’s understanding of the European decision-making process and of the Netherlands’ share in it. In its letter to both houses of parliament of 14 April 2006 the government included a detailed outline of which measures and proposals would be pursued in order to promote a more comprehensive evaluation of the subsidiarity and proportionality of European proposals, at both national and European level. In that letter the government makes a point of stressing that subsidiarity is not synonymous with ‘less Europe’. If a proposed European decision meets the conditions for subsidiarity and proportionality, EU legislation achieves more than would comparable legislation at national level. If it does not, the matter is better left to the member states.
The renewed and constructively critical interest in the application of subsidiarity and proportionality will mean closer attention to the arguments adduced by the Commission on these principles. The Commission itself also recognises the need to apply these principles more rigorously. In its Communication of 10 May 2006 on the European ‘citizens’ agenda’, it endorses the importance of respecting the principle of subsidiarity, and in its impact assessments of new proposals it is already devoting more attention to the application of both principles. In September 2005, as part of the better legislation initiative, the Commission decided to scrap 68 draft decisions, including legislation regulating the packaging of coffee and the way retail shops conduct sales.
It is the government’s contention that national parliaments also have an important role to play in assessing the subsidiarity and proportionality of European proposals. At the suggestion of the Netherlands the European Council of June 2006 decided to support the national parliaments more actively in evaluating these principles. The Commission promised to make all proposals and consultation papers directly available to the national parliaments and to carefully consider any comments on subsidiarity and proportionality made by these assemblies. The Netherlands will do its utmost to ensure that the agreements reached at the European Council of June 2006 are kept.
The government has decided to strengthen the subsidiarity and proportionality review of draft European legislation in the Netherlands as well, as regards both the political evaluation of draft decisions and the necessary civil service preparation. This review must be conducted early on, by conscientious and well-informed evaluators, in collaboration with local government. The outcome will then be discussed by government and parliament. The consultation on the Commission’s annual legislative programme with the permanent parliamentary committee on European affairs that took place on 2 December 2005, should, in the government’s view, be followed up. Elements of the legislative programme also figure in parliamentary consultations with ministers whose portfolios are affected by Commission proposals. For instance, on 21 June 2006 the permanent committees on European Affairs and Justice considered the question of whether the Commission’s proposed directive on the use of criminal prosecution to enforce intellectual property rights conforms to the principles of sanctions and proportionality. The government welcomes this sort of political dialogue, which seeks to apply the subsidiarity test as thoroughly as possible while increasing public understanding of the considerations at play in determining if a decision should be taken at EU level.
In order to increase popular support for the EU, the government is working to attain the greatest possible degree of transparency for the Union’s institutions and decision-making processes and to make official documents more accessible. Thanks in part to the efforts of the Netherlands, the European Council of June 2006 took another step forward. All Council meetings on codecision legislation were made public as of 1 July 2006. At the end of the Finnish Presidency, when this decision is scheduled for evaluation, the Netherlands will ensure that the Council’s new degree of transparency is upheld. In the coming months the government will also devote itself to ensuring that all legislative Council meetings are open to the public. In addition, the Netherlands aims to revise legislation intended to make EU documents more accessible to the public.
Finally, the so-called comitology decision has been amended, in keeping with the European Parliament’s desire for more power to craft European implementing measures in certain cases.
1.2.2 Europe as a challenge for the Netherlands
Over the past year a great deal has been done to imbed the EU more firmly in the Netherlands. One of the government’s priorities in the period of reflection initiated by the European Council of June 2005 was to learn more about what the Dutch public expects from the European Union. To that end, the government commissioned a study, the results of which were communicated to parliament in an in-depth memorandum on the government’s analysis of the period of reflection on Europe (19 May 2006). On the whole the government sees the outcome of the study as support for its constructively critical approach to Europe. Along these same lines, the National Convention will be announcing its findings in the near future, and a report is expected from the Advisory Council on Government Policy on attitudes towards the EU in Dutch society. The government is also highlighting the need to improve communication, expand information facilities and encourage public debate on Europe in this country. The government is encouraged in its efforts by the conclusions of the advisory letter ‘The European Union and its relations with Dutch citizens’ (dated 2 December 2005) from the Advisory Council on International Affairs (AIV). In that letter the AIV makes a number of practical, specific suggestions to strengthen the bond between national policymakers and the public in the development of EU policy. In its written response (dated 13 July 2006), the government welcomed the advisory letter. Efforts to enhance the level of available information on European affairs are largely embodied in the resolution to ‘politicise’ the EU debate in the Netherlands, a theme which the government explored in the Report to the Queen on the Council of State’s advisory report on the consequences of the EU for the national institutions of state. The issue of better information systems is also reflected by measures to anchor Europe more firmly in the Dutch education system. Parliament will be informed about this initiative in writing. The government has also raised the financial ceiling of the Europe Fund by a considerable margin. (The Europe Fund supports projects by organisations which help educate the public and form opinions on the European integration process and the Dutch role in that process.)
In addition the government has taken measures to ensure that the Netherlands will be able to promote its interests in the Union more effectively. Amongst other things, these measures will help the Netherlands choose its position more strategically, gain more influence in the early stages of the European decision-making process and foster more proactive coordination practices at home. It is important to scrutinise proposed European legislation early on and influence its formulation at the draft stage. Progress on negotiations must be followed closely at all times, not only by civil servants but by politicians as well. In this way the Dutch government hopes to carve out a better position for the Netherlands in the European landscape.
This is necessary in order to represent Dutch interests in negotiations in Brussels and win over institutions and other member states to the Dutch point of view. The Netherlands actively forms coalitions (and does so as soon as possible for ‘major’ issues like negotiations on the Financial Perspective). Accordingly, the Netherlands seeks to further deepen bilateral relations with EU member states and is always on the look-out for coalition partners, depending on the issue at hand. At the same time the Netherlands focuses its attention on the institutions (like the Commission and European Parliament), in order to influence the decision-making process at an early stage. These strategies depend on the efforts of people who are well-equipped for their jobs and capable of making a persuasive case for the Dutch viewpoint. The government is in the process of developing a more fully fledged national European personnel policy, to ensure the ongoing effectiveness of Dutch negotiators in Brussels.
1.3 Looking to the future
1.3.1 The reform process
At the urging of a number of member states including the Netherlands, the European Council of June 2006 devoted a substantial amount of attention to the content of actual Europe policy while refraining from making any pronouncements on the content of the constitutional treaty or the institutional changes for which it provided. The Netherlands argued for this course of action in the run-up to the Council, and given this, it is encouraging that many other member states later came to this same conclusion. The Commission supported this approach as well, as can be seen from its communication of 10 May 2005 on the European agenda for the future (‘A Citizens’ Agenda: Delivering Results for Europe’). As a constructive partner, the Netherlands is also fully prepared to work on improving the way the European Union functions.
The European Council of June 2006 decided that a report on the status of the constitutional treaty (plus any relevant developments that might occur in the interim) should be presented no later than June 2007, by the German Presidency. The intervening period will be an opportunity to give serious consideration to the question of what path the EU should take in the future.
In the opinion of the government, the time is not yet ripe for substantive conclusions on what, if any, amendments should be made to the treaty. At the European Council of June 2006, most member states felt it was still too early to resume this discussion. The member states that ratified the constitutional treaty are content with the document as it is. Other member states take the position that they are unable (or unwilling) to ratify the treaty until the Netherlands and France do so. In short, it is a situation for which the EU has no ready-made solution, a situation requiring further reflection. For these reasons the European Council of June 2006 took a procedural decision on the reform process. As just stated, Germany was then asked by the Council to report on the status of treaty discussions at the conclusion of its Presidency next year, following extensive consultation with the other member states. The Netherlands will devote substantial energy to preparing for these consultations. This will require addressing the question of what form future amendments to the treaty should take. In weighing the various considerations, the government will be guided by the ultimate objective of making the EU more effective, democratic and transparent in the face of present and future policy challenges.
1.3.2 Enlargement
After years of negotiations, ten new member states from Central and Southern Europe were finally able to join the European Union in 2004. This was the culmination of a sweeping process of political, economic and social reforms in these countries, a major step in the process of European integration under the flag of the European Union. Their accession will mean that not only the current residents of the European Union will be able to live in a stable environment marked by peace, freedom, security and prosperity, but also the generations that follow.
In the near future Romania and Bulgaria will also be joining the EU. Since October 2005 accession negotiations have been in progress with Turkey and Croatia. In December 2005 Macedonia was granted candidate country status, and once that country fully meets the conditions relating to democracy and the rule of law (the political Copenhagen criteria), it will be able to enter into accession negotiations. This is a deviation from the earlier practice of setting a date for the start of negotiations the moment a country was granted candidate status. The relationship of the remaining countries of the Western Balkans with the EU is defined by the Stability and Association Process, which seeks to prepare these countries for future accession negotiations. Needless to say, these countries will have to meet the relevant conditions in every respect.
The quality of the enlargement process is the top priority
From the perspective of promoting peace, freedom, security and prosperity, the enlargement of the Union has been a great success. The Union has now reached a point, however, when it must mark time for a while. In concrete terms this means that for the time being, the Union should avoid making any new agreements on future EU membership with neighbouring countries which, under the EU Treaty, might be entitled to claim candidate status sometime in the future. Coping with the accession of the new member states in 2004 and bringing the enlargement process to a conclusion with the current candidate countries and the countries of the Western Balkans will demand considerable attention over the next several years. During this period the Netherlands will see to it that the relevant agreements are kept, by both the EU and the countries concerned, and ensure that aspiring member states have met the appropriate conditions. Strict enforcement of these criteria is not only in the interest of current and future member states; it is also crucial for retaining public support for the enlargement process. The top priority is the quality of the enlargement process, not timelines or dates. This will ensure that candidate countries are well prepared for EU membership. But it is not only the new member states that must be ready for the EU; the EU, for its part, must also be ready, financially and administratively, to absorb the new member states. The European Council of June 2006 asked the Commission to prepare a special report on all relevant aspects of the Union’s absorption capacity.
The Netherlands has pressed for a substantive discussion of further enlargement involving all the member states. The purpose of this discussion, which is scheduled to take place in the autumn of 2006, is to establish clear rules for completing the current processes and to determine how to ensure strict compliance with these rules. In this discussion the Netherlands will put forward a number of suggestions intended to improve the quality of the enlargement process by preventing countries from submitting their membership application prematurely. The Dutch government also feels that there should be an explicit procedure for holding candidate countries to account for inadequate compliance with the political Copenhagen criteria, at any point in the accession negotiations. Finally, the government would like to see the Commission open difficult chapters, like those relating to Justice and Home Affairs, early on in the negotiation process, to prevent important issues from being given short shrift due to time constraints. Another lesson the Netherlands has learned from earlier negotiations is that it is inadvisable to set a date for accession before a country has met the necessary criteria. Different countries will require different approaches. The Netherlands has also worked hard to ensure that decisions on enlargement should be clearly identified and conveyed to EU citizens, so they are kept abreast of new developments. As we all agree, public support is key to the process.
1.3.3 The future of the EU multi-year budget
In time the question will arise of what financial resources the Union will need to realise its policy priorities and achieve tangible results for its citizens. On this point the State of the European Union has little to offer, apart from a few highly provisional observations.
The new multi-year budget that was agreed in December 2005 is more modern than its predecessors. For example, the Financial Perspective for 2007-2013 invest more in competitiveness and security than previous expenditure frameworks. The current budget also provides for a €1 billion rebate on the Netherlands’ annual payments, in compensation for this country’s disproportionately large net contribution in the past. This rectification was the result of many years of hard work on the part of the Netherlands. During that time the Dutch government voiced a consistent message: investments in new policy must take the place of old policy; choices must be made within a restrictive expenditure framework; and the Netherlands’ absolute and relative net contribution must be readjusted by a substantial margin.
The interim evaluation of the multi-year budget is scheduled to take place in about three years (2008-2009), and it is essential that the Netherlands formulate its position on time. The specifics have not yet been finalised, but even at this early date it is possible to outline some of the main points. The accord on the Financial Perspective agreed by the European Council of December 2005 includes a ‘revision clause’, which calls upon the Commission to undertake ‘a full, wide-ranging review covering all aspects of EU spending, including the CAP, and of resources, including the UK rebate, and to report in 2008/2009’. The clause leaves open the possibility that the review would affect the 2007-2013 period. In the two years between now and the time when the Commission will present its first proposals, member states will air their own ideas about the budget revision, search for political allies and in this way attempt to influence the proposals put forward by the European Commission and thus the parameters of the negotiations. During this time it will be critical to know how the member states will interpret the budget evaluation: as a new round of negotiations on the UK rebate and the Common Agricultural Policy (CAP), or as an open and far-reaching policy evaluation covering all policy areas and budget items.
In principle the government is in favour of a broad approach to the review, which should lead to a financial framework that reflects the EU’s new priorities. This means that in considering the EU’s expenditure the review should address the full breadth of Union policy, including the effectiveness and efficiency of the Structural and Cohesion Funds, the Lisbon strategy and the CAP. In keeping with the Dutch position on the negotiations on the Financial Perspective for 2007-2013, the government will argue that member states’ contributions to the EU budget be fair, balanced and transparent. 
1.4 Focusing on specific policy
The government is convinced that the Netherlands should define its European position in a more strategic way. The following subsections discuss a number of issues that are of particular importance to the Netherlands (e.g. economic reforms, the internal market and sustainability, energy, and internal and external security), and explain how the government will be pursuing its objectives in the upcoming year.
Over the past six months the EU has emphasised the importance of hard results. The outcome of the informal meeting of heads of state and government at Hampton Court in October 2005 clearly pointed in that direction. That meeting identified six priority areas: research and development, universities, demographic challenges, energy policy, migration and security. The European Council of March 2006 was a useful follow-up to the Hampton Court meeting, stressing the implementation of the national reform programmes mandated by the Lisbon Agenda as essential to increasing the dynamism and growth potential of the European economy. The Commission’s Communication of 10 May 2006 on the European agenda for the future (‘A Citizens’ Agenda: Delivering Results for Europe’) also highlights the need to achieve concrete results that meet the public’s expectations. Furthermore, the Finnish Presidency has explicitly opted for an agenda that mandates practical steps in areas like innovation and energy.
1.4.1 Economic reform agenda, completion of the internal market and sustainability
To enable the Union to face the external challenges of globalisation, as well as internal challenges like demographic ageing, Europe is obliged to strengthen its economic position. Enhancing the dynamism and growth potential of the European economy is essential. The internal market is not yet complete. With its open economy the Netherlands is well placed to reap its benefits. Europe must continue to adhere to the Lisbon Agenda and the stronger internal market and long-term economic reforms it envisions. This will require an ambitious position on sustainability, which is set out in the updated European Strategy for Sustainable Development.
Economic competitiveness and social solidarity – Hampton Court and the Lisbon Strategy
At the informal meeting of heads of state and government at Hampton Court on 27 October 2005, discussions centred on what direction the EU should take in the light of globalisation and how to strike the right balance between economic competitiveness and social solidarity. Talks were dominated by six priority themes: research and development, universities, demographic challenges, energy, migration and security. The heads of government agreed to prepare detailed positions on these themes in aid of future discussions at subsequent European Councils.
In this sense the Hampton Court meeting generated momentum for the development of the Midterm Review of the Lisbon Strategy. This Review formed the centrepiece of the European Council of March 2005, when a decision was reached to stress growth and employment and to draft National Reform Programmes based on established, integrated guidelines. The implementation of these National Reform Programmes by the member states is unmistakably contributing to the current economic growth and the rising employment rates in Europe. In conjunction with that, the Netherlands remains committed to the idea of using country-specific recommendations by the Commission to compel the member states to make the necessary changes.
The European Commission was positive about the Dutch reform policy in its progress report for the 2006 Spring Council. The Commission shares the priorities identified by the Netherlands in its National Reform Programme 2005-2008, such as increasing labour supply and labour productivity – mainly by boosting R&D, innovation and education – and improving competitiveness through pay restraint. In the Commission’s view the programme’s strength lies in its efforts to reduce administrative costs for businesses, provide financial incentives to encourage benefit claimants to return to work and take steps to raise the effective retirement age. The Commission recognises that this package can bring about long-term improvements to the growth potential of the Dutch economy.
That said, the Commission did have a number of reservations. It suggested that a more highly developed R&D policy would be advisable and to that end asked the Netherlands to convert the relative goal for private R&D expenditure in the National Reform Programme (namely, to be ranked in the top 5 by 2010) into a quantitative goal. The Netherlands honoured this request, setting an objective of 3% of GNP spent on R&D. The European Commission also found Dutch policy initiatives to expand the workforce participation of women (in hours) to be ‘limited’. By the same token the European Commission pointed out the low participation of minorities in the job market and questioned the adequacy of existing policy. This year’s National Reform Programme progress report will chart the progress of the implementation of the National Reform Programme with regard to macro and microeconomic policy as well as labour market policy. At the same time the report will address the Commission’s aforementioned action points, along with topics like the Gender Pact and the encouragement of eco-innovation. Prior to drafting this National Reform Programme progress report and the National Strategy Report (on social inclusion, pensions and health care), a number of groups and institutions will be consulted, including trade unions, employers’ organisations, the environmental movement and regional and local government. The progress report should be sent to the Commission by 15 October, the National Strategy Report on 15 September. The Commission’s positive evaluation of Dutch reform policy is seen as an incentive for the Netherlands to continue along the same path.
Completion of the internal market – evaluation in 2007
The Community-based dimension of the Lisbon strategy can be observed in the internal market. The internal European market has meant a great deal to the Dutch economy and employment. Strengthening the internal market is in the Netherlands’ interest. Our relatively open economy has done well in responding to the opportunities presented by the free market with respect to goods and financial services. No less than 80% of Dutch exports go to other EU countries.
For the European Council of March 2007 the Commission will present a thorough evaluation of the internal market. How can the EU follow up on the results achieved on the market for goods and services? What new policy should be developed to strengthen the internal market for energy, financial services and workers? The Commission’s analysis will also focus on social policy: to what extent can the internal market lead to social problems? This report should spark debate on how the Union can employ an integrated internal market to meet the challenges of globalisation. This will give the Netherlands the opportunity to argue for important priorities like enacting better legislation, removing the remaining obstacles preventing businesses from marketing their goods and services in other countries and strengthening the position of consumers on the internal market.
Free movement of workers
Economic development marked by a healthy labour market and declining unemployment confirms the importance of opening the borders to workers. The free movement of workers expands the Netherlands’ labour potential and stimulates a more dynamic labour market, which is expected to contribute to increased economic growth. The Netherlands is adhering to a transitional regime as regards the member states from Central and Eastern Europe. The government is making every effort to lift the remaining obstacles as soon as possible. This drive will involve the following elements: first, introducing additional policy to enforce terms and conditions of employment; second, employing the experience gained in sectors where the requirements for recruiting workers from the Central and Eastern European member states have already been relaxed. As it has already indicated, at present the government sees no reason to change the date at which these restrictions are scheduled to be lifted: 1 January 2007.
Services directive
Much remains to be done to fully realise the internal market for services. The Netherlands stands to gain a great deal in this area as well. The services sector accounts for over 60% of our economy and 70% of total employment. Dutch legislation contains relatively few obstacles to cross-border services. Legislation in other states, like Germany and France, however, does include such hindrances. If these are lifted, Dutch service providers can operate more easily on the other side of the border. The political agreement on a directive for an internal market for services, which the Competitiveness Council of 29 May 2006 reached after protracted negotiations, is a step in the right direction. The accord is largely based on the outcome of the plenary European Parliament vote last February and the modified Commission proposal of 4 April 2006. The main modification is the addition of a screening and notification procedure for national requirements governing the cross-border movement of services. This a major gain. The European Parliament is expected to ratify the accord in November in its second reading.
Good legislation and less red tape
A well-functioning internal market requires a good business climate, which in turn requires good legislation. Dutch businesses that traditionally operate abroad profit from the level playing field of the internal market, where the same rules apply to everybody, everywhere. The rules must be applied and enforced in a uniform manner throughout the EU. At the same time the legislation should not be too detailed. To combat superfluous rules, the Dutch EU Presidency put the issue of red tape high on the agenda. Less is more: thanks in part to Dutch efforts, this has become the new catchphrase in Brussels. The Commission has formulated specific plans to cut back on the amount of existing EU legislation. A new method has been developed to measure the administrative burden on businesses. Along with that, impact assessments for new legislation have been strengthened. These measures are designed to keep the Commission, Council and Parliament on their toes when it comes to overseeing the quality and the necessity of EU legislation and regulations.
These efforts are meant to strengthen the competitiveness of European companies, especially small and medium-sized firms, which have trouble keeping up with all the new rules. For this reason future holders of the Presidency will also have to devote considerable attention to this issue. The Netherlands can be expected to do its part to ensure this happens.
European Strategy for Sustainable Development
The European Council of 15-16 June 2006 adopted a renewed European Strategy for Sustainable Development. Enshrined in the EC Treaty, sustainable development is an overarching goal of the European Union. Sustainable development means meeting the needs of the current generation without jeopardising the chances of future generations. The renewed strategy couples an ambitious vision of sustainable development with a large number of measures in areas which continue to be dogged by non-sustainable tendencies: climate change, energy consumption, public health, poverty and transport. The added value of the strategy lies in the way it makes a link between policy measures in one area and the implications of those measures for sustainability in other areas. In this way the strategy builds on the actions undertaken by the member states in their national sustainability strategies. One improvement over the original strategy is that the Union’s external action is now integrated into sustainable development policy. An important notion in the strategy is that objectives (of specific, future European measures) should be feasible and – wherever applicable – supported by European instruments that make it possible to achieve these objectives. The Netherlands is a firm supporter of this philosophy.

Now that the updated strategy has been adopted, our main concern is its implementation, at both European and member state level. It is encouraging to note that the strategy is now more action-oriented, complete with specific objectives, timetables and indicators. An implementation and oversight mechanism has been established to ensure that all goes according to plan. The European Council will discuss the strategy’s progress every two years and offer renewed guidance, on the basis of a set of indicators.
1.4.2 Energy
An uninterrupted supply of reasonably priced energy is a basic need for consumers and businesses alike. Europe is increasingly dependent on imported energy. Owing to this fact, geopolitical trends pose a greater risk to the European energy supply. Climate change wrought by the non-sustainable use of energy is also a cause of great concern. An effective European energy policy is essential: energy is a transnational issue, and the EU is stronger if it can speak with one voice in negotiations with major energy producer and consumer countries.
A new energy policy for Europe
Energy is high on the European political agenda. At the informal summit at Hampton Court (October 2005) the British Presidency designated energy as a priority theme. The Spring Council of March 2006, during the Austrian Presidency, agreed that Europe is in need of a new energy policy. This policy should be driven by three primary objectives: increasing the security of energy supply, ensuring the competitiveness of European companies and promoting sustainability (particularly as it relates to air quality and the climate). An integrated energy policy is necessary; this means enacting measures that will support all three main objectives. Measures promoting energy efficiency, encouraging new energy technologies and strengthening and deepening the internal market can thus contribute to the security of energy supply within the EU.

At the initiative of the Netherlands the Spring Council concluded that the EU would be well served by an external relations strategy that incorporated energy. On the basis of a joint proposal by the Commission and the High Representative for the Common Foreign and Security Policy, the European Council of June 2006 discussed the Union’s external energy relations, urging that all available instruments be employed to promote energy supply security. At the suggestion of the Netherlands, this idea was explicitly linked to the Common Foreign and Security Policy and the European Security and Defence Policy (ESDP). This is in keeping with the Dutch position that the energy issue should be seen in relation to the EU’s broader foreign policy.

The Finnish Presidency would like to make energy one of the main themes of the informal European Council in October. One of the major issues to be addressed by the Council is the EU’s relationship with Russia, in preparation for the EU-Russia summit later this year. At the end of 2006, the Commission will draw up a strategic evaluation of the energy policy for the first time. On the basis of this, the Spring Council during the German Presidency will adopt an action plan with priority measures to steer the Union’s long-term energy supply in the right direction. The external dimension will be an important component of this plan.
Integrated internal and external policy
The Netherlands will emphasise that energy-related challenges require a truly integrated policy, both internally and externally. Fleshing out European energy policy over the next year demands explicit agreements on what instruments should be employed for this purpose. An integrated approach also means better coordination and cooperation between member states and the Community. National sovereignty over mineral resources should remain intact, and every member state should choose its own mix of energy.

Internal European energy policy needs to shift up a notch. The Green Paper of March 2006 forms a good basis, but it must give rise to specific proposals. The Netherlands will actively campaign for the effective unbundling of the ownership of energy distribution networks and the production of and trade in energy. A balanced regime is needed for long-term contracts, one that will bolster competitiveness on the European market, offer sufficient incentives to investors and contribute to security of supply. With respect to sustainability, new, more ambitious standards for energy efficiency are needed (e.g. for televisions), as are long-term target figures for the proportion of sustainable energy. The Netherlands is also pushing for the development of innovative energy technologies like clean fossil fuels and ‘second-generation’ bio-fuels. Along with that investors must be given clear information on how the European emissions trading system will be continued after 2012.
As for external Union policy, the Netherlands will work to ensure that the conclusions of the European Council of June 2006 are translated into concrete measures. The Common Foreign and Security Policy, the European Neighbourhood Policy, trade policy, development cooperation and environment policy can all help achieve better energy security for the EU. The use of the CFSP and the ESDP will result in initiatives aimed at promoting stability in important producer and transit countries. In addition, the High Representative will have to analyse the vulnerability of transport routes and energy infrastructure, and start to develop policy on that basis in consultation with third countries and NATO.
Energy will be given an important place in the successor to the Agreement on Partnership and Cooperation with Russia. The partnership with Russia must be based on mutual understanding, interdependence and a transparent and reliable commercial and investment climate. Support will also be given to energy infrastructure that contributes to diversification of suppliers and transport routes.

The Union also aims to expand the parameters of the Treaty to include the establishment of an Energy Community, which would integrate the energy markets of the Balkan countries with those of the EU, Norway and other neighbours of the Union. The European Neighbourhood Policy will give greater priority to energy, in relations with Algeria, for example. Further to this issue, the Netherlands will devote itself to ensuring that the EU initiates a strategic dialogue on energy with major consumer countries like the US, China and India.

The coming year will offer numerous opportunities to develop the European response to the increasingly complex energy issue. The Netherlands hopes to continue to take a leading role in this process.
1.4.3 Internal security
The Union must play a larger role in the domain of security, in the broadest sense of the word: security is inextricably linked to freedom and justice. Talks among member states and public opinion polls reveal the level of anticipation with respect to a common asylum and migration policy and to a common approach to issues like terrorism and organised crime. This joint approach should also extend to external policy. In a globalising world even the Union cannot act on its own. With this in mind, cooperation with other countries, including countries of origin, is essential. Section 1.4.4 is devoted to external security, while this section will address internal security.
More intensive cooperation in the field of Justice and Home Affairs
Cooperation among criminal justice authorities in member states is more intensive than ever. A great deal has already been accomplished, particularly when one considers that JHA cooperation is a new policy area involving a relatively large amount of legislation and touching on a cornerstone of national sovereignty. It was only seven years ago that the Tampere Programme took the first serious steps towards the area of freedom, security and justice, after the 1992 Treaty of Maastricht first made that possible. The intervening period has been marked by the following developments: the establishment of Europol and Eurojust, various decisions to regulate the mutual recognition of criminal and civil judgments, decisions regarding substantive criminal law, the introduction of minimum standards for asylum and migration policy, the establishment of a new agency to manage external borders (FRONTEX), agreements to protect passports and visas, improved information-sharing procedures (including those for police records), operational cooperation between police and prosecution services, a European Arrest Warrant and (in the near future) a European Evidence Warrant.

The Hague Programme of December 2004 has given a major new impulse to cooperation across the board for years to come. The implementation of the Hague Programme has a full agenda, based on the action plan approved in June 2005. The bulk of that agenda consists of efforts to strengthen police and prosecutorial cooperation in the fight against crime. The first results are already visible. Following the first comprehensive threat analysis of organised crime in the EU by Europol, the Council of June 2006 set a number of priorities at EU level to fight criminal enterprises.

With respect to asylum and migration the Commission will submit proposals to the Council and the European Parliament, mainly in the second half of the Hague Programme. At present the emphasis is on implementing and evaluating the first generation of legislative instruments and strengthening practical cooperation between operational asylum and immigration services as well as addressing issues like biometric travel documents, border control, and third-country cooperation to combat illegal immigration and manage refugee flows. For the specific purpose of combating terrorism, a comprehensive strategy, including a detailed Action Plan and a special Action Plan on Radicalisation and Recruitment, was agreed in December 2005. 
JHA cooperation in a difficult phase
The EU has taken up the implementation of the various Action Plans with great vigour. Despite that, JHA cooperation is in an undeniably difficult phase at the moment.
Negotiations often progress laboriously. While it was already difficult to reach a consensus with 15 member states, the process is – not surprisingly – even more complicated with 25, especially considering the profound influence that legislative proposals can have on the member states’ own criminal law. This is why it took much longer than anticipated to reach agreement on the European Evidence Warrant, an important new weapon in the fight against terrorism and cross-border crime that aims to facilitate evidence-gathering in other member states. It was not until June 2006 that a political accord was reached, and this was only possible after Germany had been given a partial opt-out. The data retention directive (on storing telecommunications data for investigating terrorists and other serious criminals), another major result in this area, was adopted more quickly. Data retention was therefore a top priority for the British Presidency. The fact that the directive could be adopted with qualified majority voting (and with the co-decision of the European Parliament) also accelerated the decision-making process.
The unanimity requirement ensures that the often sweeping proposals in the area of law enforcement can be enacted only with the support of all the member states. However, this same requirement can also cause delays in the passage of legislation, and lead to legislation that is riddled with exceptions. In the past year the increasing difficulty of establishing a boundary between first and third pillar decision-making has become apparent. This can be seen, for example, in a judgment by the European Court of Justice, which ruled that in order to enforce environmental law, it must be possible to compel the member states through a first-pillar directive to impose criminal law penalties. The government submitted a memorandum on the repercussions of this judgment to parliament on 4 April 2006. The Court will be able to refine its case law in a judgment on another framework decision (ship-source pollution). The Commission is adopting a pragmatic position and has thus far presented only one proposal for a directive with criminal-justice implications (a directive on protecting intellectual property rights).

The Court’s judgment on environmental offences is, in a sense, a mirror image of another decision in which the Court quashed the ‘Passenger Name Record’ agreement with the United States, which had been made in the first pillar. The Court ruled that transferring personal data to further the fight against terrorism is a third-pillar matter. A similar discussion on the choice between the first and third pillars arose in the Council with respect to the data retention directive, with a number of member states taking the position that this issue should have been addressed in a framework decision. This matter will probably also be decided before the European Court of Justice.
The implementation of legislation is increasingly subject to criticism. Framework decisions must be transposed into national legislation, but their implementation not infrequently leaves scope for different interpretations. This can be seen in the various ways that the member states chose to implement sections of the European Arrest Warrant – for example time limits or grounds for refusal. In practice the European Arrest Warrant has proven to be a substantial improvement on pre-existing practice in the field of international legal assistance. The Constitutional Courts in Germany, Poland and Cyprus have, however, declared certain sections of the implementation legislation to be unlawful.
Strengthening the area of freedom, security and justice – the status of the Hague Programme
It is clear from the foregoing that the programme is well under way, but additional efforts will be needed. Europe cannot allow itself to let JHA cooperation lag behind public expectations. Over the next six months the EU will examine how the Hague Programme is progressing. The Programme stipulates that a review be conducted in the autumn of 2006, since a number of the Programme’s policy goals can only be pursued in earnest if the constitutional treaty enters into force (initially set to occur on 1 November 2006). It is questionable how much scope the current treaties offer for implementing the sections in question.
On 28 June, in preparation for assessing the status of the Hague Programme, the European Commission released a number of communications, which largely endorsed the above picture. For that reason the Commission would like to encourage debate with the member states and the institutions on new policy initiatives deemed necessary by the Commission. The Commission emphasises that its goal is not to set new priorities over and above those of the Hague Programme. Rather, the Commission aims to foster a debate on the options offered by the current treaties for changing to qualified majority voting.
The Netherlands has formulated the following position for the coming year.
Priorities
The JHA agenda is understandably full, but not everything is of equal importance. The Union will have to concentrate on taking difficult decisions on the most pressing dossiers, particularly at ministerial level. In setting priorities, subsidiarity and proportionality will, of course, play a major role.
Concrete results
It is important to stress the concrete results of practical cooperation. Thus the EU must do more than is now the case with respect to asylum and migration to broaden cooperation with countries of origin and transit. Operational cooperation is also important in the field of criminal justice, but in many cases this requires additional legislation. Cooperation quite often suffers from a lack of confidence in a partner’s approach. This also creates practical obstacles when it comes to implementation. In a Union in which cross-border crime and terrorism must be dealt with jointly, this is an undesirable situation over the long term.
Improving the decision-making process
To achieve the desired progress in JHA cooperation it will also be necessary to look into ways of improving the decision-making process of a Union of 25 member states. The European Council of 15 and 16 June 2006 instructed the Finnish Presidency to examine the options for improving the way decisions are made and action taken in the area of freedom, security and justice on the basis of the existing treaties. One option under consideration is to replace the unanimity requirement with majority decision-making. The Commission discusses this point in its communication of 10 May 2006 on the period of reflection (‘A Citizens’ Agenda: Delivering Results for Europe’) and its communications of 28 June 2006. The Netherlands believes that in the immediate future it will be necessary to carefully consider the effects and possible modalities of such a move.
Evaluation
Improving the quality and increasing the quantity of evaluations has been a Dutch priority as far back as the introduction of the Hague Programme; it is an objective that will benefit from specific proposals. When implementation problems occur, it will be necessary to correct them. It is imperative to consider the practical value of rules.
1.4.4 External security
The world does not stop at the external borders of the EU. Member states cannot offer their citizens freedom, security and justice through intra-Union cooperation alone. The Common Foreign and Security Policy of the European Union (CFSP) continues its steady development. In 2005, as in previous years, the EU gained additional clout as an international political player. More and more, international crises around the world reveal the added value of the EU. Sometimes the EU acts independently, sometimes as a participant in a UN-led process and sometimes in close cooperation with other international partners, like NATO or the African Union. The range of instruments at the Union’s disposal continues to increase in size and scope. The use of these instruments is guided in part by the ambitious objectives set out in the European Security Strategy adopted in late 2003.
The Netherlands helps determine the EU’s foreign policy agenda – generally quite successfully – in a proactive and well-informed manner. A strong European Union magnifies Dutch influence on the world stage. The CFSP is an increasingly important instrument for meeting foreign policy goals. In the past several years, the European Security and Defence Policy (ESDP) has entered its operational phase, with the active support of the Netherlands. Over the course of a short period, the European Union’s ambitions with respect to security and defence have been translated into a considerable number of ESDP operations: at present, ten civilian missions and two military operations (in places as diverse as Bosnia-Herzegovina, Aceh and Africa). The Netherlands believes that the EU’s ambitions should always be weighed against the Union’s planning and support capacity for civilian missions and the quality of the personnel that member states can provide. The growing number of missions has placed these capacities under great strain. The Netherlands is contributing to the majority of these missions.
Available resources
The EU continues to develop its capacity on the basis of civilian and military ‘Headline Goals’. The military component of these goals includes improving the expeditionary potential of European military capabilities, accelerating deployability and exploring the option of long-distance operations. The establishment of the European Defence Agency in July 2004 opened up new possibilities for coordinating national defence efforts and working with other EU member states to find solutions for military deficiencies that have already been identified. The operational readiness of EU Battlegroups is a major milestone. Starting in 2007 the EU will be capable of carrying out two operations of battlegroup magnitude. The rapid deployment of these battlegroups will significantly bolster the ESDP as a whole. In the first half of 2007, the Netherlands, Germany and Finland will provide a battlegroup and periodically contribute to EU Battlegroups. Along with that the Netherlands is contributing to civilian crisis response teams, which will also appreciably enhance the EU’s ability to respond to external crises.
As to budgetary matters: over the past few years the relatively modest CFSP budget has proved to be inadequate to fund the growing number of operations. Certain member states, including the Netherlands, are increasingly being asked for voluntary contributions. The Netherlands, which had been campaigning for a larger CFSP budget, is therefore pleased that the available resources for 2006 were increased to over €100 million under the British Presidency (over €60 million for 2005). During the Austrian Presidency an agreement was reached with the European Parliament, under which the CFSP budget will be gradually raised to €406 million by 2013. All told, the new Financial Perspective for 2007-2013 provide for a total of €1740 million for CFSP activities. Even so, the total amount of funds in the CFSP budget earmarked for external policy is relatively small.
Coordinating the external action of the EU
The Netherlands would like to see increased coherence in the Union’s external action, a position this country voiced in the debate at the informal Hampton Court summit in October 2005 and during the European Council in June 2006. The EU has a broad range of instruments at its disposal besides the ESDP to deal with crises, including diplomacy, trade and development cooperation. With its strong civilian component, the ESDP is well suited to combined civil-military operations. By employing these instruments in a coherent, integrated way, EU action becomes stronger. In addition, the Netherlands will continue to make a case for good coordination and cooperation between the Council, the Commission and the member states. With a view to the new Financial Perspective, in 2006 the full complement of Community foreign policy instruments was streamlined and reduced to a limited and comprehensible number of instruments, in areas like pre-accession, neighbourhood policy, development, stability and human rights. In doing so, special attention was paid to the connection between the pillars, particularly between the CFSP and the stability instrument. EU strategies, like the Africa strategy of December 2005 and the energy strategy called for by the European Council of March 2006, will henceforth be cross-pillar in structure. Coherence between EU instruments is also essential to articulating an effective migration policy. The coherence with external JHA policy can be enhanced in the future. Additionally the Netherlands believes that all new external treaties entered into by the Communities and the Union should contain clear clauses on important themes like human rights, terrorism and non-proliferation.
In the context of effective multilateralism the Netherlands also believes that joint activities with other international organisations like the UN and NATO should display coherence to the greatest extent possible. Cooperation with the United Nations has recently been intensified, thanks in part to the EU’s willingness to lend temporary assistance to the UN’s MONUC mission in the Democratic Republic of Congo during elections there. Cooperation with NATO is not yet optimal, as a result of the objections of a small number of member states. The Netherlands feels that such matters should not impede practical cooperation, and in that spirit this country is attempting to strengthen this cooperation in a pragmatic way, despite the present obstacles. The activities of the OSCE and the Council of Europe can also strengthen the CFSP. In recent years cooperation with regional organisations like ASEM and the African Union has grown considerably.
Linking external and internal security – counterterrorism
External and internal security are unquestionably linked. That means that external policy and JHA policy must cohere, both as regards the use of external policy to ensure internal security, and the use of JHA cooperation in relations between the Union and third states. The design of the EU’s joint counterterrorism policy is an example of the progress that can be made in this area. The formation of this policy has been accelerated in the past few years, largely due to the bombings in Madrid and London. Important principles informing counterterrorism policy include complete respect for human rights and the balance between preventive and repressive measures. Cooperation embraces a wide range of issues: bringing together police, prosecutors and intelligence and security services; combating radicalisation and recruitment; developing more secure documents and improving information-sharing, for example, with respect to the international movements of persons.
An important element of all this is cooperation with third countries. The EU works with a list of priority countries, to which the Union as a whole and the Netherlands individually offer additional technical assistance. The Counterterrorism Strategy Agreement agreed in December 2005 and the associated Action Plans, including the Action Plan on Radicalisation and Recruitment (see section 1.4.3), have helped bring issues that had previously been taboo onto the agenda of talks with third countries. In working with third countries, it is essential to combat radicalisation and recruitment jointly with countries of origin. The European Union and the member states have to assist third countries in enacting preventive measures. Tackling radicalism also implies a broad-based dialogue with the Islamic world. Intensive cooperation in the fight against international terrorism inside and outside the Union is essential if the member states are to remain capable of offering their people the security and freedom they expect.

2  The EU’s finances
Now that agreement has been reached on the new Financial Perspective (the EU’s multiyear budget) for 2007-2013, negotiations of great significance to the Netherlands have been provisionally concluded. The Netherlands will no longer make a disproportionately large contribution to the EU budget relative to comparable countries (see ‘Correction of the Dutch net position’ below). Yet the end of negotiations is no more than provisional: it has been agreed that in 2008/2009, the budget will again be scrutinised (under its revision clause). The Dutch government will make use of the coming year to work on determining its position. A clear, timely mandate will strengthen this country’s negotiating position, as we have learned from the negotiations on the new multiyear budget.
This chapter summarises the major developments in the financial aspects of EU policy. It first covers budgetary matters: the Financial Perspective, the EU’s own resources, the annual budget for 2007 and developments involving the Netherlands’ net per capita contribution to the EU (its ‘net position’). Finally, it examines the management of European funds.
2.1  The budget
2.1.1  Own Resources Decision 

The Own Resources Decision governs the size and composition of contributions to the Union by the member states: the traditional ‘own resources’ (including agricultural levies and customs duties), part of the harmonised VAT base of each member state and contributions based on the Gross National Income (GNI) of the member states. The decision sets a ceiling on the amount that the Union may claim (1.24% of GNI). The current decision also provides for the United Kingdom’s budget rebate and a 75% reduction in the German, Austrian, Swedish and Dutch contribution to it.
The Own Resources Decision now in effect must be adapted in accordance with the new Financial Perspective. In December 2005, it was agreed that these countries would also receive varying reductions in their VAT payments for the 2007-2013 period and that the Netherlands and Sweden would also receive gross reductions in their GNI contributions. This brings the total reduction of the Dutch contribution over the entire new period to approximately 7 billion euros, or 1 billion euros a year, relative to the Own Resources Decision now in effect (see also the box below).
Correction of the Dutch net position
In recent years, the Netherlands has spoken out about its dissatisfaction with its net per capita contribution to the EU (its ‘net position’). Its complaint was not that it contributes more to Brussels than it receives, but that it has for years been paying more than countries with a comparable degree of prosperity and significantly more than other net contributors. Because this situation was no longer tenable, the Netherlands aimed for a substantial improvement in its net position in the negotiations on the new Financial Perspective and the new Own Resources Decision. Towards the end of negotiations, it formulated this political aim in more specific terms: a gross reduction of 1 billion euros a year in its contribution, relative to the situation if the current own resources system were to be maintained.
After long and difficult negotiations, the Netherlands ultimately managed to achieve the desired result at the December 2005 European Council. Agreement was reached there regarding the new Own Resources system, under which the Netherlands will receive a reduction in its contributions for the 2007-2013 period averaging 1 billion euros a year, relative to the current system. This reduction has several components.
· a gross reduction in GNI payments totalling 605 million euros a year (not taking into account the Dutch contribution to financing the gross reductions for the Netherlands and Sweden);
· a reduction of VAT payments by means of a lower rate of call; in the 2007-2013 period, the Netherlands is only required to contribute 0.1% of the harmonised VAT base, while most other member states must contribute 0.3% (only Sweden will likewise contribute 0.1%, Germany 0.15% and Austria 0.225%). This yields a reduction of about 400 million euros a year for the Netherlands;
· because the rebate for the United Kingdom will be reduced, the Netherlands will not have to contribute as much to it, and the Netherlands’ reduced contribution to financing it will remain in place. This produces an additional reduction of 20 million euros a year for the Netherlands.
As a result of these reductions, the Netherlands will no longer be an excessive net contributor in the 2007-2013 period. By the accounting definition, it will come close to comparable member states, and by the European Commission’s definition it will no longer be anywhere near the biggest net contributor. See also section 2.2 and table 5. 

During the Finnish presidency, agreement is expected on the amendment of the Own Resources Decision. After consultation with the European Parliament and the European Court of Auditors – who play an advisory role – the ratification process can begin. Before the new Own Resources Decision can enter into force, it will have to be ratified by all the national parliaments. For the Netherlands, this means that the reductions in its contributions will take effect in early 2009 at the latest. As soon as the new Own Resources Decision enters into force, the Dutch reduction will be applied retroactively as from 1 January 2007.
2.1.2  The Interinstitutional Agreement and Financial Perspective
In the spring of 2006, the Council, the European Parliament and the European Commission reached agreement on a new Interinstitutional Agreement on Budgetary Discipline and Sound Financial Management (IIA). This agreement formalises the Financial Perspective (i.e. the budgetary framework) for the years 2007-2013 (see table 1). 
Table 1. Financial Perspective 2007-2013, in millions of euros, in current prices
	Commitments appropriations1
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	total 2007-13
2007–13

	1. Sustainable growth
	
	
	
	
	
	
	
	

	1a. Competitiveness
	8,918
	9,847
	10,769
	11,750
	12,974
	14,239
	15,490
	83,987

	1b. Cohesion
	45,487
	46,889
	48,428
	49,394
	50,627
	52,401
	54,188
	347,414

	2. Nature management
	58,351
	58,800
	59,252
	59,726
	60,191
	60,663
	61,142
	418,125

	of which: direct payments 

aaaaaanmarktmaatregelen
	45,759
	46,217
	46,679
	47,146
	47,617
	48,093
	48,574
	330,085

	and market expenditure
	
	
	
	
	
	
	
	

	3. Citizenship, freedom, security & justice
	1,273
	1,362
	1,523
	1,693
	1,889
	2,105
	2,376
	12,221

	3a. Freedom, security and justice
	637
	747
	872
	1,025
	1,206
	1,406
	1,661
	7,554

	3b. Citizenship
	636
	615
	651
	668
	683
	699
	715
	4 667

	4. External policy (EU as a global player)
	6,578
	7,002
	7,440
	7,893
	8,430
	8,997
	9,595
	55,935

	5. Administration2
	7,039
	7,380
	7,699
	8,008
	8,334
	8,670
	9,095
	56,225

	6. Compensations3
	445

	207

	210

	0

	0

	0

	0

	862


	Total appropriations for commitments
	128,091
	131 487
	135 321
	138 464
	142 445
	147 075
	151 886
	974,769

	Total appropriations for payments
	123,790
	129 481
	123 646
	133 202
	133 087
	139 908
	142 180
	925,294

	as a percentage of EU GNI
	1.06%
	1.16%
	0.97%
	1.00%
	0.96%
	0.97%
	0.94%
	1.00%


1   Commitment appropriations indicate the maximum expenditure to which the EU may commit itself. Payment appropriations make it possible to meet commitments entered into in the current and previous financial years.
2   The expenditure on pensions is net of staff contributions, within the limit of 500 million euros (at 2004 prices) for the period 2007-2013. 
3   Pursuant to commitments relating to the enlargement of the Union, Romania and Bulgaria have been granted temporary compensation so that their net position will not immediately be disadvantageous, or by way of financing for temporary budget support.
The definitive ceilings for expenditure are nearly identical to those agreed by the European Council in December 2005. The planned expenditure for the 2007-2013 period is 1.045% of GNI for commitments and 1.00% of GNI for payments. This is considerably less than in the original Commission proposal. However, the Financial Perspective 2007-2013 provides for more investment in competitiveness and security than the current spending framework. The new Financial Perspective is subdivided differently from the current one (for 2000-2006), in accordance with a Commission proposal intended to bring categories of expenditure more into line with the Union’s goals. Furthermore, section IIA contains commitments regarding the budget procedure and the degree of flexibility in preparing and implementing the budget.
Revision clause
The proposal for the Financial Perspective agreed in December 2005 during the European Council includes a revision clause for the multiyear budget. An interim evaluation of the multiyear budget will take place in 2008/2009. See Chapter 1 for further details.
2.1.3  2007 budget
On 3 May 2006, the Commission adopted the Preliminary Draft Budget for 2007. This is the first budget within the framework of the new Financial Perspective. The Commission proposes raising the commitments appropriations (funds budgeted for new expenditure) by 4.6% in 2007 and the payment appropriations (funds for payments in 2007) by 3.9%, relative to the 2006 budget. There is an especially large proposed rise in expenditure on cohesion policy (a 19% increase in payment appropriations). The new Financial Perspective moves these funds into the growth category, as subcategory 1b. This category also includes the funding for the Lisbon Strategy, as subcategory 1a. The Commission expects more expenditure on the new member states and in addition, in 2007, a high level of budget depletion for programmes for the 2000-2006 period, especially in the 'old’ EU 15.
	Table 2. Draft budget 2007 – commitments (in millions of euros) 


	
	2006 budget
	Financial Perspective
	Preliminary Draft Budget 2007 
	Draft Budget 2007
	Percentage difference
(4)/(1)
	Margin, (2)–(4)


	
	
	
	
	
	
	

	
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	Category 1
	47,507.9
	54,405.0
	54,282.7
	54,268.9
	14.2%
	136.1

	Competitiveness
	7,890.2
	8,918.0
	8,796.1
	8,782.3
	11.3%
	135.7

	Cohesion
	39,617.7
	45,487.0
	45,486.6
	45,486.6
	14.8%
	0.4

	Category 2
	56,550.7
	58,351.0
	57,217.6
	56,471.1
	– 0.1%
	1,879.9

	incl: direct support and CAP Pillar 1
	43,320.0
	45,759.0
	43,684.0
	42,954.0
	0.8%
	1,799.0

	Category 3
	1,160.9
	1,273.0
	1,174.4
	1,148.3
	– 1.1%
	124.7

	Freedom, security and justice
	549.4
	637.0
	571.3
	561.7
	2.2%
	75.3

	Citizenship
	611.5
	636.0
	603.1
	586.6
	– 4.1%
	49.4

	Category 42
	8,400.8
	6,578.0
	6,702.5
	6,358.3
	– 22.2%
	219.7

	External policy
	
	
	
	
	
	

	Category 53
	6,603.5
	7,039.0
	7,002.3
	6,829.9
	3.4%
	285.2

	Administration
	
	
	
	
	
	

	Categorie 6
	1,073.5
	445.0
	444.6
	444.6
	– 58.6%
	0.4

	Temporary compensations
	
	
	
	
	
	

	Appropriations for commitments
	
	
	
	
	
	

	Total
	121,297.3
	128,091.0
	126,824.1
	125,755.7
	3.68%
	1,577.4

	Appropriations for payments
	
	
	
	
	
	

	Total
	112,076.0
	123,790.0
	116,418.1
	114,612.8
	2.3%
	7,447.9


1   After transfer (owing to modulation) to rural development and sugar reform.
2   The 2007 margin for Category 4 excludes the emergency reserve (234.5 million euros).
3   This includes 76 million euros in staff contributions to the pension scheme. 

The government observes that the Commission’s expenditure proposals to the Council and the European Parliament are somewhat high and that there is scope to reduce them. Provision must be made for unforeseen developments during the budget year, in the form of sufficient margins within the subceilings set in the Financial Perspective. Furthermore, the Commission seems rather optimistic about the figures to which the Union can commit in the first budget year when starting up new programmes. The same could be said of the payment commitments that the Commission believes it will need in 2007. The Dutch government will advocate a more realistic estimate of these payments.
On 14 July 2006, the Council adopted the draft budget at first reading. The overall result of the compromise reached is that 125.8 billion euros is available in commitment appropriations for 2007 (an increase of 3.67% over 2006). Payment appropriations amount to 114.6 billion euros in the compromise proposal. This is an increase of 2.26% over 2006, rather than the 3.9% proposed by the Commission. That brings the total margins under the 2007 Financial Perspective to 2.6 billion euros for commitment appropriations and 9.1 billion euros for payment appropriations. Total payment appropriations amount to 0.98% of EU GNI.
A qualified majority of the Council supported the proposed draft budget for 2007. The Netherlands believes that the agreed level of payments is still excessive, especially with regard to the structural funds, which were subject to a limited reduction relative to the Commission proposal. The Commission’s own figures show a substantial lag in spending of payment appropriations relative to 2005 and the Commission’s prognoses. It is important to avoid the situation that arose in the early years of the 2000-2006 period, when there were large budget surpluses. The Netherlands has also stated its view that the economic realities acknowledged at national level must also apply to the EU budget, especially in view of the budgetary situation in a number of member states.
The draft 2007 budget has now been sent to the European Parliament for its first reading. In November, the Council will hold its second reading, and the Council and European Parliament will try to reach general agreement on the budget. The second reading by the European Parliament will follow in December, and the President of the European Parliament will then adopt the budget.
2.1.4  Dutch EU transfers on the national budget
This section describes the Netherlands’ transfers to the EU at central government level. Since a substantial part of the receipts is not accounted for at central government level but at local government or individual enterprise/institution level, the net position of the Netherlands is considered in the next section. Table 3 shows the anticipated development of Dutch contributions to the Union up to and including 2009. The drastic decrease in total contributions in 2009 is the result of the new Own Resources Decision, which is expected to enter into force at the beginning of that year, after being ratified by the 27 member states. The new Own Resources Decision gives official form to the deal negotiated at the European Council of December 2005. It is a very good deal for the Netherlands, because of the gross reduction and VAT reduction, which total almost 1.1 billion euros a year on average for this country alone (the figure used in the negotiations was 1.0 billion euros adjusted for inflation) relative to the projected transfers on last year’s books.
	Table 3: The Netherlands’ contributions to the EU (in millions of euros)
	
	
	
	
	
	

	
	2006
	2007
	2008
	2009
	2010
	2011

	3.1 GNP-based contribution
	3,528
	3,660
	4,172
	2,100
	3,665
	3,568

	3.2 VAT contribution
	884
	909
	972
	374
	365
	374

	3.3 Agricultural levies
	202
	405
	413
	422
	430
	439

	3.4 Customs duties
	1,871
	2,040
	2,081
	2,123
	2,165
	2,208

	Total EU contributions (gross)
	6,485
	7,014
	7,639
	5,018
	6,626
	6,590

	Receipts
	
	
	
	
	
	

	3.21 Reimbursement of compliance costs for agricultural levies
	51
	101
	103
	105
	108
	110

	3.22 Reimbursement of compliance costs for customs duties
	468
	510
	520
	531
	541
	552

	Total compliance costs reimbursed
	518
	611
	624
	636
	649
	662

	Net EU contributions
	5,967
	6,403
	7,016
	4,382
	5,977
	5 928


2.2  The Netherlands’ net position
Each September the Commission reports on its operating expenditure in the member states in the previous financial year. Data on 2005 become available in September 2006. Table 4 summarises the receipts from the EU budget in the last two years for which information is available (2003 and 2004). The figures are the aggregate amounts paid by the Commission to central government, local government and enterprises/institutions. The Netherlands’ total share of EU expenditure fell slightly from 2.5% in 2003 to 2.4% in 2004. In view of EU enlargement, this is a very minor shift. In absolute terms, receipts have even increased, largely because the Netherlands has gleaned more benefit from the structural funds (with an increase from 218 million euros in 2003 to 355 million euros in 2004).
Table 4. Total Dutch receipts from EU operating expenditure in 2003 and 2004, current prices
	
	
	2004
	
	2003

	
	Millions of euros
	% EU
	Millions of euros
	% EU

	1.  Agriculture policy
	1,332.9
	3.1%
	1,397.3
	3.1%

	–  Export subsidies
	518.7
	15.3%
	567.0
	15.2%

	–  Income support
	402.9
	1.4%
	410.3
	1.4%

	–  Rural policy
	67.7
	1.3%
	67.7
	1.4%

	–  Supplement
	– 9.4
	– 2.9%
	15.8
	1.7%

	–  Other
	353.0
	7.5%
	336.5
	6.3%

	2.  Structural policy
	355.3
	1.0%
	218.4
	0.8%

	–  Objective 1
	13.5
	0.1%
	15.7
	0.1%

	–  Objective 2
	146.3
	3.4%
	93.8
	2.6%

	–  Objective 3
	128.0
	4.4%
	73.4
	2.9%

	–  Other structural measures
	6.3
	2.8%
	8.2
	4.6%

	–  Community initiatives
	53.6
	2.9%
	20.9
	2.8%

	–  Technical assistance / innovative measures 
	7.1
	7.5%
	6.0
	4.3%

	3.  Internal policy
	366.1
	6.1%
	328.7
	6.7%

	–  Research and development
	255.9
	7.3%
	219.6
	7.7%

	–  Trans-European Networks
	34.7
	7.3%
	42.3
	6.9%

	–  Internal market, consumers and industry
	7.4
	1.4%
	18.6
	5.7%

	–  Energy, Euratom, environment
	11.2
	4.4%
	10.9
	5.6%

	–  Education, young people, culture & social policy
	33.5
	3.5%
	32.3
	4.0%

	–  Other
	23.3
	6.8%
	4.9
	3.2%

	TOTAL
	2,054.3
	2.4%
	1,943.9
	2.5%


The Dutch receipts minus the Dutch contributions is the Dutch net position. Figure 1 shows the 2004 net positions according to two definitions, the one the Commission uses in its annual report and the ‘accounting definition’. The Netherlands sees the latter definition as the more appropriate one, because it takes account of all receipts and all expenses. Figure 2 (below Figure 1) shows the development of the Netherlands’ net position over the years. 

Figure 1.  Net positions of EU member states in 2004
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Figure 2. Netherlands’ net position, 1970–2004
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The slight worsening of the Netherlands’ net position in 2004 is mainly attributable to enlargement. That was the year in which ten new member states acceded to the EU. All of them are, unsurprisingly, net recipients of EU funding. This situation will not change in the near future. Dutch receipts will remain roughly constant until 2007. The total contribution will continue to increase slightly due to the costs of enlargement and a rise in payments from the structural funds after years of underutilisation. The result will be a slightly worse net position for the Netherlands, as well as all other net contributors, in 2005 and 2006.
The deal negotiated in December will call a halt to this trend, however. After 2006, the Netherlands’ net position will improve. Once the Own Resources Decision has been ratified in all the member states, the hard-won reduction of 1 billion euros a year will come into force retroactively. Because the ratification process will take time, the net position figures will not reflect this change in 2007 (and perhaps not in 2008 either). This means that there will be a large one-off improvement in the Netherlands’ net position in 2008 or 2009. The net position will then remain better than in 2006 until (and in) 2013.
Table 5 shows the current (2004) net position compared to the projection for the 2007-2013 period. By way of illustration, it also gives the hypothetical net position that would arise if the current own resources system were left in place (in other words, if the Netherlands were not to receive the 1 billion euro reduction in its contributions). The effect of the new own resources deal, which is explained in section 2.1.1, is to substantially improve the Netherlands’ net position relative to the current situation.
Table 5. Comparison of the Netherlands’ net payments (as a percentage of per capita GNI) in 2004 and the 2007-2013 period (based on preliminary projections)
	NETHERLANDS’
NET POSITION
	2004
	2007-2013
	

	
	Actual position
	Projected average for the period

	
	
	Current own resources system
	New own resources system (including Dutch reduction)

	accounting definition
	
	
	

	net position (percentage of BNI)
	-0.68%
	-0.72%
	-0.53%

	net position
(euros per capita)
	194
	220
	160

	
	
	
	

	definition in Commission report
	
	
	

	net position (percentage of BNI)
	-0.44%
	-0.51%
	-0.30%

	net position (euros per capita)
	125
	155
	95


2.3 Management and control
In the Union’s management and control system, the Commission bears the ultimate responsibility for implementation of policy and appropriate use of funding. It is largely in the member states, however, that policy is implemented. The individual member states thus also bear a share of the responsibility. Together, the Commission and the member states must take charge of implementing the budget. The next section describes the most significant developments in the field of management and control.
2.3.1 Budget implementation in 2004
Each November the European Court of Auditors reports on implementation in the previous financial year. Despite the improvements that have been initiated, for 2004 the European Court of Auditors was again unable to obtain reasonable assurance that the supervisory systems and controls had been applied effectively, so as to limit the risk of the underlying transactions being irregular or illegal. As a result, it did not issue a comprehensive statement of assurance (DAS – déclaration d’assurance) for the eleventh year running.
On the basis of the European Court of Auditors’ 2004 annual report, the Ecofin Council advised the European Parliament on 14 March 2006 to grant discharge. Although the Netherlands supports the Commission’s efforts to improve control, as evinced by Dutch support for the roadmap and action plan drawn up by the Commission for that purpose, it felt obliged to dissent from this Council recommendation, because insufficient attention had been devoted to the responsibilities of individual member states. The European Parliament ultimately (on 27 April 2006) granted discharge to the Commission for general budget implementation in 2004 and put off granting discharge for its own budget pending further research into the rental of the parliament buildings in Strasbourg.
2.3.2 Financial reform
The Commission has made a positive statement of assurance a strategic objective. On 15 June 2005, it proposed a roadmap to a Community internal control framework based on the 2004 European Court of Auditors’ opinion on the ‘single audit’ model. Using that roadmap, the Commission would like to investigate – in cooperation with the member states – whether the single audit model could enhance the efficiency of audit efforts. To the disappointment of the Netherlands, the Commission’s proposals were for the most part rejected by the Ecofin Council in November 2005. Member states had particularly strong objections to the part of the roadmap relating to national declarations, which were thus rejected. Member states retained the option of submitting declarations on their own initiative, however.
In early 2006, the Commission published a communication converting the portions of the roadmap that had not been rejected into specified actions: the Commission Action Plan towards an Integrated Internal Control Framework. This action plan was presented in May by Commissioner Kallas at the Ecofin Council. The Finnish presidency will lead the discussion of this plan.
The new Interinstitutional Agreement between the European Council, the European Parliament and the European Commission on the Financial Perspective for 2007-2013 contains a new point on improving financial management. This point attributes an important role to simplification of legislation and assigns priority to sound financial management of EU funds under shared management (structural funds and agricultural funds). 
There is no reason to expect that the European Court of Auditors will be able to issue a positive statement of assurance in the near future. The Netherlands will, however, keep striving for progress towards a better EU management and control system.
2.3.3 Revision of the Financial Regulation 

The current Financial Regulation, which came into force on 1 January 2003, provides that a revision is to take place after three years. The Commission presented a proposal for such a revision in 2005. The aim of this revision is to increase efficiency and transparency in the application of the rules, simplify procurement and grant procedures, and streamline and clarify the rules governing methods of management. The new rules are intended to enter into force on 1 January 2007, at the same time as the term of the new Financial Perspective (2007-2013) begins. When the Financial Regulation enters into force, specific rules on implementation must also be revised in accordance with it.
The Netherlands endorses the Commission’s objectives with regard to the proposed revision of the Financial Regulation. The rules must be simplified for them to be effective. A simplification which does away with unnecessary legislation would have the desirable effect of reducing the administrative burden. The unintended side effects of the current Financial Regulation must be reversed. The Netherlands believes that the changes proposed by the Commission can promote sound financial management. Furthermore, the Netherlands would like to see strict budgetary discipline maintained and the risk of fraud and irregularities kept to a minimum.
2.3.4 Financial management in the Netherlands
Partly in view of the Commission’s proposed roadmap to an integrated control framework and the need to improve the financial management of EU funds, the Netherlands has taken the initiative of investigating the feasibility of a national declaration of the funds in shared management. The Dutch Court of Audit also recommended establishing a national declaration system in its 2006 EU Trend Report.
The aim of that declaration is to enable the Netherlands to show that its financial management of European funding is sound. In addition, by becoming the first member state to submit a national declaration, the Netherlands will show other EU member states that it is a practicable and useful instrument. The Netherlands has taken the principles of the single audit model as the basis for its study of the feasibility of implementing a national declaration system. 
The preliminary results of the feasibility study are promising and have led to a sketch of the general contours of a national declaration system for EU funding. National declarations will be declarations at political level regarding the regularity of transactions and the operation of the systems for financial management of EU funds in shared management. Now that the government has approved the sketch of the general contours of a national declaration system, work will continue on the technical aspects of implementing such a system. The House of Representatives will be informed about these technical aspects in a separate letter.
Moreover, in the framework of the National Strategic Reference Framework for Structural Funds, it has been decided that the certifying and paying authority for the structural funds will be consolidated within a central body (the National Service for the Implementation of Regulations) and that the task of auditing will be centralised and placed in the hands of the competent line ministries. This will improve financial management in the Netherlands and simplify the implementation of a national declaration system.
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